Introduction
The South African government has followed a policy of export-led growth in the manufacturing sector, both through incentives and import liberalisation. The South African economy has historically been based on natural resource industries, and heavy industries linked to natural resources, such as iron and steel, have dominated manufacturing exports (Fine and Rustomjee, 1996; Roberts, 2000) . Liberalisation aimed to reduce the disincentive to export for other sectors of manufacturing traditionally focused on the domestic market, and to encourage broader-based manufacturing growth. While manufacturing exports have grown strongly, particularly in recent years, there has been very low growth of output, and over the 1990s manufacturing employment fell.
The gains from exporting are part of the gains from trade through enabling greater specialisation in areas of comparative advantage. There are also potential gains from being able to realise economies of scale, greater exposure to technological developments and increased competitive pressures. Indeed it may make more sense to view exporting as part of the different dimensions of internationalisation of firms, including relationships governing technology, ownership and distribution within the global value chain. 2 For example, in the textile sector many of the exports are in indirect form, being embodied in clothing products. Building those exports often means working together with the clothing manufacturer in design and delivery as well as price aspects.
Against this background, it is therefore interesting to examine the various relationships between trade liberalisation and firm development more closely. We do this through an analysis of the textile sector. This sector has historically been highly protected and inward oriented. After a brief overview of the sector from secondary sources, we report on results from a postal survey of firms and an interviewing programme.
Overview of the textile sector
The textile value chain consists of distinct levels of processing in which raw material is made into yarn, which in turn is made into fabric (either knitted, woven or non-woven) from which various articles are made, including clothing. There is also a range of 'other textiles' activities involving the manufacture of various finished products, many for industrial use.
As with manufacturing overall in South Africa, the textile sector has undergone significant restructuring in the past decade under progressive liberalisation. Production increased to 1997 before falling sharply (Figure 1 ), and employment has fallen over the decade ( Figure  2 ). The largest employment losses were in spinning, weaving and finishing where employment in 1999 was more than 40 per cent lower than in 1996.
Capacity utilisation has been falling since the mid-1990s, mainly due to weak domestic demand. Poor performance in 1998 and 1999 has also been attributed to the East Asian crisis, which led to much cheaper imports from countries in that region. There were, however, indications in the interviews of a pick-up in domestic demand in 2001. 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 Source: Statistics South Africa Note: Break in series: data for the former 'homelands' were only included from 1996.
Figure 1. Index of real production
South Africa has undertaken a far-reaching trade liberalisation program, agreed to under the GATT in 1994. This built on trade reforms in the early 1990s. The steepest reductions have been in those sectors previously most heavily protected. Quantitative and formula duties have been converted to ad valorem tariffs. Other trade-related measures which contravene WTO rules, such as local content requirements and some export incentives, have been abolished. The tariff liberalisation programme however goes further than required by the GATT agreement, and has been justified in the South African government's macroeconomic strategy as being essential for the generation of export-led growth. 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 Other textiles
Reflecting the fact that they were originally more protected, textiles products at higher levels of processing have experienced greater reductions in average tariffs (Tables 1 and 2 ). The average tariff rates are, however, relatively poor indicators of the impact of protection. Recent work based on collection levels has even suggested that the liberalisation has not been very significant and that sectors such as textiles remain highly protected (Fedderke and Vaze, 2000) . This is to misunderstand the structure of protection. As noted by Belli et al. (1993) , South Africa did not in fact have particularly high average (import weighted) tariff levels in the early 1990s. But, the tariff schedule was characterised by a very high level of dispersion and consisted of a mixture of ad valorem and formula duties (based on a specified import price) as well as a range of quantitative restrictions. The very high tariff and formula duties were levied on closely specified products and were generally prohibitive (hence having a zero weight in the average tariff calculation). As a result of lobbying influences on the tariff schedule, it was not uncommon for exemptions from tariffs to be granted to importers where products were not made in South Africa. In textiles this particularly applies to different types of synthetic products, and to fabrics with specific finishes.
The simplification of protection and move away from quantitative measures and formula duties therefore represents a much greater change than indicated in the average tariff rates. It also suggests the effects of liberalisation will be quite differentiated. For example, the differences in protection may be specified on fabric based on a combination of the weight and the cotton/polyester mix. 3 The reduction in tariffs on textile products of different levels of processing at different rates means that changes in effective rates of protection also vary greatly across products. In addition, there are significant trade implications resulting from a series of trade agreements reached in recent years. These include agreements with Malawi in 1996, with the EU (in effect from 1 January 2000) and with the Southern African Development Community (in effect from September 2000). 4 A potentially significant effect on exports is from the United States 'African Growth and Opportunity Act' (AGOA), which came into effect in early 2001. This provides qualifying countries with reduced duties for exports of clothing to the US market for a period of eight years. In South Africa two stages of processing must be completed for products to qualify, while in less developed countries only one stage is necessary in the first four-year period.
Expressed relative to the value of domestic sales (ex-factory), imports increased from 28 per cent in 1990 to 41 per cent in 1999, and exports have increased from 22 per cent to 27 per cent over the same period.
5 It should also be remembered that a major impact on the textiles sector comes from increased imports of clothing, which reduces demand for textiles from domestic clothing manufacturers. In addition, there are widespread reports of illegal (or misreported) imports.
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It is difficult to assess the significance of such imports but discrepancies between official trade data and reports of individual firm exports and imports certainly indicate they may be large. 
3.
Firm survey evidence
The postal survey asked questions yielding both quantitative and qualitative data, such as on the proportion of output exported and the various motivations for export. Data was therefore obtained on particular characteristics of firms and activities undertaken by them (yielding nominal or categorical data), on the importance or impact of various factors (such as the importance of price for export performance) providing ordinal measures, and on firm performance in terms of employment and turnover.
Questionnaires were sent to all firms which are members of the South African Textile Federation as well as all firms identified as being in the textile sector in the latest available manufacturing census (1996) . Altogether 45 responses were received which represented a response rate of 55 per cent from Textile Federation members and from other firms a rate of 36 per cent. It should be noted that the Textile Federation covers almost all of the spinning and weaving firms, which tend to be larger due to scale economies. They have much poorer coverage of knitting firms where scale is less of an issue. Firms responding to the survey employed a total of 27 738 in 1999, approximately 43 per cent of the total employment of the sector as measured in official statistics.
Consistent with the secondary data reported on above, the survey responses indicate that performance worsened in recent years (Table 3) . 8 From this, the results indicate that the performance of almost all sub-sectors has worsened over the period, with a lower proportion of firms in 1999 having growth in turnover of excess of ten per cent. The deterioration in 1999 was particularly marked in dyeing, knitting, clothing, industrial textiles and made-up household textiles. There has been contraction in employment across the sector, with the largest reductions being experienced by textiles firms which are also involved in clothing production, followed by firms making made-up household textiles and spinning. The lowest rates of contraction were in industrial textiles and fabrics. Notes: 1 Firms may be involved in more than one sub-sector 2 The sub-sectors are based on the firms' operations in 1999. 3 Four firms did not give employment data for all three years. 4 One outlier which had very dramatically increased employment due to an acquisition was not included in the calculations of mean employment growth. The firm is engaged in spinning, weaving, dyeing, fabrics and clothing, and would significantly alter the mean employment rates in these categories.
International trade, competitiveness and trade liberalisation
Textile firms are internationalised in terms of trade and technology. 76% of firms are engaged in international trade and almost all have drawn on foreign sources of technology, most in the form of purchased machinery. 37% of firms have foreign owners. Of firms engaged in international trade approximately a third of firms import 40% or more of their inputs ( Figure 3 ). In comparison, only a very small number of firms have a significant export orientation. However, most firms did report that they are increasing the proportions of output and inputs being traded, reflecting the trends to greater openness of the sector.
Figure 3. Proportions of output exported and inputs imported
Perhaps surprisingly, both involvement in trade and export performance do not appear to be directly associated with firm growth. Firms with higher turnover growth are not more likely to be involved in international trade, to have higher levels of exports or to have increased exports. 9 Rather than suggesting there is no link of exporting with firm growth, responses to a question on the motivations for exporting indicate that there were a significant proportion of exporting firms who were doing so for defensive reasons. 76 per cent of firms reported the threat to the domestic market as a very important motivation for export ( Figure 4 ). This may include factors linked to weak domestic demand, as well as lost markets due to import penetration. Indeed, interviews revealed that these factors are closely related. Major clothing buyers switched to imported clothing in 1998. This had a big impact on the domestic demand for textiles by local clothing manufacturers. Importance of different reasons for exporting 9 Firms with high turnover growth were defined as (i) those which had achieved annual growth rates higher than 10 per cent in 1999, and (ii) those with growth higher than 10% in 1997 and 0-10% in 1999. As might be expected, firms reporting the threat to the domestic market as an important reason for exporting are less likely to have recorded high levels of turnover growth. By comparison, firms reporting increased scale of production as a motivation for export were 50% more likely to have achieved high rates of turnover growth.
Price and quality are both rated as very important for export performance, along with delivery time (Figure 5 ). Links with foreign buyers are also viewed as important by many firms.
Figure 5. Importance of different factors in export performance
Firms were asked to rate the impact of trade liberalisation in terms of various factors, including import competition, decisions to export, investment, changing technology and employment. Although there was no difference between high and low growth firms in the average impact of liberalisation, low growth firms experienced a greater impact in terms of increased competition from imports. There is also a strong association between the impact of liberalisation in terms of increased import competition and changes in production techniques. Firms which had made changes in production techniques were two-thirds more likely to have experienced a very high impact of liberalisation.
Exchange rate changes were reported by most firms as very important for export competitiveness, while 80% of firms reported nominal wage changes as being of only medium or lower importance. This may be because exchange rate movements in recent years have had a bigger impact than wage rises on labour costs, but it also suggests caution in assessing cost competitiveness.
Although more than a third of firms have foreign owners, these firms actually had a poorer performance on average. Only 27% of firms with a foreign owner achieved high rates of growth compared with 42% of completely domestically-owned firms. 
Technology and production changes
Almost all firms rate technology as being important for international competitiveness. But, of the 87% of firms that have made a major investment or production change since 1995 (most of which involved a change in production technique) domestic demand was the single most important motivation, followed by pressure from competitors and export requirements ( Figure 6 ). Government policy appears to have had almost no impact in this regard.
Figure 6. Motivations for production changes
Most firms making production changes sourced new technologies in the form of machinery (almost entirely from foreign sources), while large proportions of firms drew on suppliers (many of which are also foreign) and developed technologies in-house ( Figure 7 ). Approximately one-third of firms had also sourced technologies from their owners. Interestingly, higher growth firms are not more likely to have made a change in production technique. Only 47% of high growth firms have made such a change, compared with 62% of low growth firms. There are also links between motivations for such changes and firm performance. Firms reporting domestic demand as an important motivation were more than twice as likely to have also achieved high levels of turnover growth than other firms. In contrast, firms for which pressure from competitors was a motivation were more likely to have recorded low levels of turnover growth.
Some conclusions from the survey
The survey results caution against positing a simplistic relationship between exporting and firm performance. Firms export for different reasons and the findings suggest the importance of understanding the relationship with the global economy in much broader terms than international trade. Although trade has been increasing, there are no strong indications of a direct link between export performance and growth. Instead, there are signs that many firms export when domestic market conditions are difficult.
Similarly, there is a range of factors affecting restructuring and firm competitiveness. And, there are indications that while there are extensive international relationships in terms of technology, input supplies and ownership, the relationships with firm performance are complex. Firms with wider international relationships do not necessarily have stronger performance in terms of turnover growth.
The results indicate that trade liberalisation has had a range of impacts, including pressures for restructuring. In particular, increased import competition is associated with firms having made production changes. Furthermore, the motivations for such changes appear to be very important. Firms restructuring under competitive pressures (including import competition) unsurprisingly have poorer performance in contrast with firms where production changes have been primarily stimulated by domestic demand.
In general, the domestic market remains the most important focus of companies' activities and the main source of growth. Results also indicate the importance of long-term relationships with customers, as might be expected given the nature of textiles production. With restructuring and liberalisation there are greater potential returns from exporting. Restructuring responses include greater specialisation by firms and longer production runs, pressure to upgrade machinery and cost-minimisation measures.
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Given the highly differentiated nature of the structure of protection, many of these effects may be felt within sub-sectors of textiles, as well as across the textile sector more broadly.
Exporting and firm capabilities -evidence from firm interviews
Follow-up firm interviews explored the issues of export competitiveness and firm capabilities, different approaches to restructuring and the position of firms in the value chain.
A total of twenty-four firms were interviewed in three main locations, 11 including several clothing firms with links to textile manufacturers. In addition, interviews were held with representatives of the industry association, the main development finance institution, the Board of Tariffs and Trade, the main trade union and a consultant to the textile sector.
Firms selected for interview covered the main segments of the textile sector in terms of the different activities of spinning, weaving, knitting, dyeing and finishing, and included the main market segments of household textiles, apparel fabrics and industrial textile products. They included firms which are successful and growing exporters, those focused primarily on the domestic market, and those which were struggling to adapt to changed market conditions.
The interviews were semi-structured to explore the key issues systematically and drew on the survey responses of the firms as a starting point. In addition to providing information on the firms themselves, the interviews also provided valuable insights into the operations of similar firms with which they competed, and their main suppliers and customers, in order to build a detailed picture of the development of the sector as a whole. We analyse the results according to the main areas of interest beginning with exporting, which is then situated within firms' restructuring strategies and relationships in the textile value chain.
Exporting and firm competitiveness
As would be expected, the previously high levels of protection for the textile sector had meant that firms tended to produce a variety of products to satisfy the domestic market, with relatively short production runs. This had the dual effect of their being relatively uncompetitive in more commodity type products such as basic fabrics, but being quite flexible in responding to differing customer needs. The domestic orientation also meant that firms had not upgraded their capital stock, and in many cases firms were operating in the early 1990s with looms of 20 years old or more. Almost without exception, established firms had embarked on investment and modernisation of machinery as a precondition to being competitive.
12 This is further highlighted by the success of one firm in a commodity product, knitted fabric, largely for making up into T-shirts. This firm was only set up in 1990, with new equipment. Technical requirements also mean that there are much lower economies of scale in knitting than in weaving. Another firm has concentrated only on spinning of cotton yarns and is competitive in South Africa and in exports to the region, although not necessarily internationally.
Upgrading of capital stock has been associated with greater focus on selected operations and some vertical disintegration. Historically firms had tended to be vertically integrated through spinning, weaving and finishing (including dyeing). Several firms had closed spinning or weaving operations to concentrate on one part of the product chain.
And, independent, specialist operations such as a dye-house have been successful. Another firm had concentrated on spinning operations in only two core product areas and had moved out of wool spinning altogether. The ability to refocus and upgrade is closely related to access to resources for the investment required, and many firms simply closed down, while in others capacity has been significantly reduced.
13 This is also partly due to a short-termism in that the relatively high margins made under protection were not necessarily being reinvested (in the terminology of one manager the 'cash-cows' were being milked).
Investment and introduction of new machinery has been accompanied in almost all firms by reductions in the variety of products being made, and the more successful firms are seeking out niches and attempting to compete on quality, design and delivery terms rather than price. This is evident both within firms and across firms. For example, two knitting firms have progressively moved into more specialist fabrics such as lycra-cotton mixes, while another firm produces fabrics with crease resistant finishes, which are more difficult to make. Across firms, the two which are predominantly engaged in weaving industrial or 'technical' textile products, such as for industrial filtration, have both grown the industrial part of the business and, due to their strengths in these areas, were the most successful of the firms interviewed.
The technical capabilities that have enabled export competitiveness in industrial textiles to be achieved are based on domestic demand patterns. These patterns have supported both adaptation and genuine innovation. The most striking example is the single most successful company in terms of export competitiveness. The company is one of the three leading manufacturers of top quality parachute fabric globally, and also makes material for bulletproof vests and airbags. It does this using standard weaving looms, which it adapts. Approximately 200 new developments each year are tested, with around 20 being 'groundbreaking' in terms of incremental alterations to production processes. The background to these dynamic competitive strengths is the demand from the South African army under sanctions. Its competitive success is evident in that it earns a higher price in export markets than domestically, and that it only changes prices once every two years. Similarly, the strengths of the other main manufacturer of industrial products are closely linked to supplying the paper and mining industries, which are very large in South Africa. In paper manufacture a filter cloth breaking could mean the temporary shut down of a whole paper processing plant, so the ongoing development of the engineering and design capabilities of the textile firm making filters, as well as a close working relationship with the paper firm, is very important. Small changes in price will not induce the buyers to switch.
In many cases, one of the initial motivations for exporting was the weakness of the domestic market. This weakness was due both to increased import-penetration, including the effect of imported clothing on the derived demand for textiles, and weak domestic demand due to contractionary pressures in the economy. Where firms have viewed exports as a residual, or an outlet in times of distress, their performance has been generally poor.
14 In successful exporters a progressive learning process has taken place where emphasis has been placed on building relationships with major international brands and on retaining a marketing presence in the USA and/or Europe.
The AGOA, which provides duty-free access to the United States market for garments provided they source yarn and fabric locally (or from the US itself) is already having an impact on the sector through the effect on clothing manufacturers. Although only coming into effect with the fulfilment of requirements by South Africa early this year (2001), some manufacturers are planning to increase capacity as a result. These firms' experiences confirm the main factors in competitiveness of access to capital, sufficient technical skills and a stable and relatively experienced workforce.
Consistent with the survey results, firms did not view wage rates as a hindrance to their competitiveness. Average wages tend to be between R1500 and R2500 per month (£130 to £215), with entry-level wages closer to R1000 (around £85). 15 These are in line with bargaining council agreements reached with the main trade union (all firms with more than 50 employees were unionised). Real unit labour costs have been falling due to a combination of factors. Wage increases have been in line with, or lower than, inflation, while lower employment linked with the introduction of new machinery and greater specialisation has increased labour productivity. The real exchange rate has also depreciated in recent years. Firms were not generally constrained in terms of the availability of skills. Most firms relied on experience being built up in-house, with training in using the machines by the workforce, and viewed a stable workforce as very important in this. Given the high numbers of closures and redundancies, firms have had no difficulty retaining experienced and trained workers.
With regard to labour costs, the textiles sector differs somewhat from garments. Established garment firms have been relocating to peri-urban and rural areas where wages are lower. New investors in garments, many from Taiwan and Hong Kong, have been locating in rural areas and in countries such as Lesotho in order to use lower wage and generally nonunionised labour.
16 Lesotho now has more garment exports to the USA than does South Africa. By comparison, one textile company, which had experimented with locating a plant outside of its urban base, reversed the decision after experiencing problems with infrastructure and the unwillingness of skilled workers to leave the city.
The interviews also suggested a strong link between demand and productivity, which affected competitiveness through the ability to upgrade capital stock. Quite high capital intensity means all the textile firms interviewed operate 24 hours a day, 7 days a week, running shift systems. Linked to this, labour costs are viewed as a fixed cost by the firms. And, even the more technologically sophisticated weavers retain some commodity production in order to keep the looms running to cover fixed costs. For example, the most advanced firm making technical textiles also manufactured lining fabric and track-suiting. This means that the margins made are very closely linked to maintaining production close to full capacity, and therefore to generating the resources for re-investment. Finance constraints experienced by some firms compound the problem. Commercial banks are very reluctant to lend to the sector, especially after several large closures, while firms operating in a group with financial backing have been notably better able to restructure.
Finally, inputs are a very large proportion of costs. In knitting and weaving the costs of yarn are generally equal to just over 50 percent of the value of ex-factory sale price, while in spinning the raw material cost can be as much 65 per cent. Labour costs tend to be around 10 to 15 per cent. While liberalisation has had a positive impact on input prices, there are a range of non-price factors which tie many of the smaller producers to the local suppliers who 15 By way of comparison, a typical wage in a large Vietnamese state textile factory -comparable to the higher end of the South African wage range -would be about about £65 per month (1.3 million Vietnamese dong). 16 An additional attraction of Lesotho to foreign investors is that, as a low income country, it is exempt from the AGOA rules of origin provisions that require South African garment exporters to source fabrics from African countries. This exemption also applies to Swaziland, though not to Namibia (see US Department of Commerce, 2001) are able to charge prices in excess of import-parity levels (the international price plus tariff). These issues are discussed in more detail below as part of the value chain.
Restructuring strategies
From the above discussion it is evident that exporting decisions by firms have been part of a broader restructuring taking place in the sector as a whole. The ability to take advantage of the increased returns to exporting under liberalisation depend on firms being able to reorient and re-equip themselves, as well as on the historical capabilities they have developed to supply the domestic market.
The nature of restructuring is a shifting of production to areas of comparative advantage. The common assumption of factor mobility may apply in a sense to the reorientation of operations within firms, but across the sector it is more likely to mean the closure of some operations and the expansion and new investment in others. Inflexibilities mean that there is risk of contraction without the corresponding gains from specialisation being realised to any great extent. The significance of technological capabilities and learning-by-doing effects highlighted in the interviews reinforce the need to examine the constraints on firms if we are to understand firm performance under changed incentives.
In addition to references by several firms to the unwillingness of commercial banks to lend to the sector, the importance of finance is forcefully highlighted by the increased acquisitions of a foreign businessman who has in a short space of time acquired significant interests in more than 35 South African firms in textiles, clothing and footwear. Along with closing down many plants and selling the machinery, reportedly to Asian and other African countries, he has invested in many firms. All of the six managers of firms owned by him which were interviewed confirmed that finance was readily available as long as the performance and returns could be demonstrated. While this includes a willingness to bear losses in the turnaround period he is also reportedly quick to sell where the turnaround strategy does not bear fruit. Independent firms without such access to finance have generally not had the same resources available to them, nor has management necessarily had the same pressure applied to achieve longer-term growth.
In a small number of cases finance had been extended by the Industrial Development Corporation (IDC) and had aided in restructuring. However, some bad decisions on the part of the IDC saw their loans being written off to at least three companies (interestingly all foreign investors) highlighting the challenges of development finance given information asymmetries and monitoring problems.
The second potential constraint impacting on restructuring is the weakness in domestic demand. This compounded the impact of liberalisation and, some managers believed, was an even greater cause for industry decline. Without being able to sort out the magnitudes of the various effects, it is also notable that the two particularly bad years according to firms, of 1998 and 2000, lagged periods of currency strength. The Rand's real exchange rate was strong in the 12 months to May 1998 and after weakening, it strengthened again to mid 2000.
17 Although volatility may act as a disincentive to trade, the very large shift by major clothing retailers to imported sources in 1998 appears to be linked to price (and therefore exchange rate) factors. In fact, part of the recent recovery of the sector is linked to the partial shift of these retailers back to local sources after having experienced difficulties in quality and delivery from overseas suppliers.
Weak domestic demand has also been partly due to tight monetary and fiscal policy. And, the high real interests rates through the mid 1990s as part of government's anti-inflationary strategy also clearly impeded the productive investment required for restructuring.
Sourcing effects
The synchronised lowering of protection on products at different levels in the value chain means that the effective rates of protection have not necessarily been reduced as much as the nominal rates on, for example, fabric. While the average tariff on fabric has fallen from 50 per cent in 1993 to 24 per cent in 2001, the tariff on yarn has been reduced from 35 per cent to 18 per cent.
18 While these tariff reductions may encourage textile forms to use imported yarns, more important, however, may be non-price factors. These include the need for guaranteed supply of inputs (especially with moves to more just-in-time based production), the search costs in finding overseas suppliers, as well as the technical support which large domestic suppliers provide. On the other hand, the high levels of concentration increase the opportunities for the exertion of market power by suppliers. For example, it was acknowledged by spinning firms that the largest spinner of cotton and polycotton threads effectively sets the price for the sector.
In the case where firms are direct exporters, 19 they already have access to their imported inputs at world prices through various export-promoting trade arrangements, including import duty exemptions and drawbacks. 20 These arrangements of course encourage garment producers not to source local fabrics, though, again, that is counteracted by the non-price advantages of proximity of supply. In fact, under the programme most widely used, the duty credit certificate scheme, the tradability of the certificates means that they are often not used for the duty free import of inputs, but for importing items on which there are higher duties.
In synthetic fibres, the tariffs are lower at 7.5 per cent, yet the fibres are sold in a yarn form (with 18 per cent protection in 2001), and there is only one South African supplier. This is a very efficient and profitable firm which is increasingly focused on the export market and becoming a global player. As part of its dual strategy for the local and international market, and partly as a consequence of protection, it has significantly higher margins on its sales to the domestic market. It also runs a trading operation through which it imports products that it does not make itself for on-sale to local customers.
From the side of the yarn purchasers, there is a noticeable difference between larger and more internationalised firms, some of which source imported synthetic yarn in preference to the local supplier, and smaller firms which have little alternative. Larger firms and those with more advanced independent production capabilities are also in a stronger position with respect to the supplier, especially if they are involved in joint research activities and have stronger bargaining power.
While several firms have moved away from vertical integration, export requirements mean effective relationships are needed along the value chain. Where exports of household textiles and apparel fabrics have been successful these relationships have been developed. For example, one fabric manufacturer has developed strong links with international buyers and operates within a network of garment manufacturers in order to fulfil the orders.
At the same time as many domestic firms have been moving away from vertical integration, there is some evidence that East Asian investors in South Africa are moving into textile manufacture, as well as into garment production. This is to enable them more easily to comply with the AGOA rules of origin requirement that South African clothing exports to the US under AGOA should source their fabric within Africa. Such East Asian companies, both in textiles and clothing, are better linked to global buyers than are most domestic South African companies. Often these links operate through their contacts in their country of origin. One of the largest US buyers sources its garments through a major 'Chinese' 21 firm in South Africa, and East Asian suppliers operate with larger volumes than many local companies. There is developing to some extent a segmented industry with East Asian foreign-invested firms becoming successful exporters of clothing, and indirect exporters of garments, 22 while many domestic firms are struggling to make links with international buyers and break into global markets.
Conclusions
The recent experience of the South African textile sector analysed here suggests that while there are undoubted returns from exporting, there is a need to understand firms' international competitiveness as part of their production capabilities more broadly. We should be wary of an uncritical 'export fetishism'. Firms which successfully export, do so on the basis of developed production capabilities, which have been learnt in supplying the domestic market. Distress exporting due to the desire to maintain production volumes may possibly lead to learning and upgrading of capabilities, but only if the firm is able to restructure and invest in the necessary improvements. This is consistent with links between productivity and output, with a subsidiary relationship with exports, such as found by Pack (1992) , and links between investment, new production capacity and growth in national technological competitiveness found by Fagerberg (1988) . Verdoorn effects between output and productivity have also been found for South African manufacturing by Wittenberg (1997) .
For the moment, restructuring has been accompanied by falls in employment, both in the textiles sector as a whole and in almost all of our interviewed companies. Where new employment is being created (more in garments than textiles), it is often in areas of the country, or in neighbouring countries, where wages are significantly lower than in the established producing areas. The implications of these employment changes for poverty and its alleviation are a topic for future research.
The results suggest that maximisation of the gains from restructuring and export opportunities requires addressing constraints faced by firms. There are large potential returns from the AGOA, but appropriate support measures are needed if these are to be attained. Successful exporting, at least in the niches in which South African firms are strongest, also requires developing long-term relationships with buyers and being able to consistently deliver on quality and design aspects. These concerns all suggest that, rather than investment incentive measures, policies need to address issues of adoption and adaptation of technologies, skill-development and learning effects, and the information and strategy requirements of entering new markets (such as highlighted by Lall and Teubal, 1998; Dosi et al. 1994) . Finance and investment are part of this broader picture of developing firm capabilities.
Restructuring of the South African textile industry and the AGOA also have implications for the southern African region. As production of standardised commodity-type products decline in South Africa, there may be opportunities for these operations to grow in other SADC countries such as Zimbabwe and Zambia. Most of the cotton used in the industry is grown regionally and with a current shortage of cotton yarn (due to the local-sourcing requirements on South Africa and Mauritius of AGOA), cotton production is set to increase. The challenge is to build the linkages between the different levels of supply, and the production capabilities at each. In this regard, attention is required to ensure the availability of the relatively small number of textile engineers with the technical skills to maintain heavy machinery.
